
MVP & MIBS Anti-Competitive Issues

• Usingthesetariffs is not optionalfor AT&T in thefuture

• If AT&T doesnot useMVP, unit costswill go up in the
nearterm - dramatically

• If therewerealternatives.

• No customerwouldacceptthe anti-competitivetermsof
MVP or MIBS
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MVP & MIBS Anti-Competitive Issues

• At thattime theinitial MVP tariffs, commitmentsbaseduponpercentof previous
spendwerelessof a concern— forecastsprojectedcontinuedrapidgrowth in all
servicecategories.

• Thingshavechanged,andmorechangeis possiblethroughcompetitionandnew
technology.
BusinessClimate
— “Irrational Exuberance”to OptimizationandConstrainedDemand
— Infinite Growthto StrandedPlant,Over-Capacity
Supplier Alternatives
— Metro Facility CAPSto Cable,WirelessandPowerline
— GeographicallyLimited Footprintto UbiquitousTechnology
Technoloj~iesandServices
— TDM I PrivateLine /POTSto ATM / Packet/ VOIP
— Bulk Capacityto BandwidthOn Demand
— Bestin Classto BestEffort
CustomerExpectations
— GenericReliability to Application-SpecificServiceQuality
— Stability to Flexibility

• ILEC specialserviceoptionalpaymentplans(like MIBS) cannotbeallowedto
requirecustomersto “lock-in” currentpurchaselevels.

— Planrequirementsmustnot“look back”.
— Plansmust look forward.
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DSI Unit Problem

• SBCDS1 marketshareis in excessof 90%

• DS1 competitionis limited - it is the lastmile product

• Evenwherecompetitivecarriersdo operate,SBCDS1 unit costare
about40%higherthancompetitors

• Given this marketshareandpricing, SBCwill not voluntaryreduce
rates

• SBCmayreducepricesto competitivelevels if:
— FCCaction— re-regulation
— EnsuringUNE DS1 ‘s arepermittedas aneconomicalreplacement
— Useofcompetitiveandtechnologicalalternativesis possible

•IP

• Wireless

• Packet

• Broadband
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MVP & MIBS

What Shoulda CompetitivePlanInclude?
— CommitmentChoice

— Unit CoststhatReflectaForward-LookingCompetitive
Market

— OptimizedNetworkConfiguration

— Next GenerationTechnologySavingsPassedon to

Customer
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MVP Tariff Volume Independent Discounts

AT&T CommitmentLevel ($765M)

— !
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MinimumCommitmentLevel
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• CurrentMVP tariffprovidesdiscountsfor annualcommitmentlevels aslow as$1OM.
• Commitmentlevels areestablishedat 100%ofthetotal expenseat thebeginningof thefive

yearplan.
• Discountsincreasefrom 9% in thefirst yearto 14% in thefourth and fifth years.
• Discountsare independentof the committedexpensevolume.

— Discountsaffordedunderthisplanremainthe samefor largeandsmall purchasers.
• AT&T’s commitmentlevel of $765Mis over 75 timesgreaterthantheminimum.
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MVP Tariff Setting The MARC

A ~ Commitmentlevelbasedon MARCCommitment
- - last threemonths ~ ~, 4 ~

Monthly
Expense
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• MVP minimum expensecommitmentsaresetto encompasstheentireexistingexpensestream
to SBC. SBC refersto this asthe ‘Minimum AnnualRevenueCommitment”,knownasthe
“MARC”.

S This MARC rendersSBC’sembeddedbase“un-addressable”by alternativesuppliers.
• SBC hasindicated“roughly 65% of all specialaccessrevenues”arecoveredundertheMVP

tariff~,demonstratingthattheMVP discountsarecritical pricefloor for themajority of
wholesalespecialaccess
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MVP Tariff Managing The MARC

Growing Markets No

111i
Discounts,
HigherUnit
Costs

MARC

“True Up” Charges,
Higher Unit Costs
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• Customerswho exceedtheirMVP commitmentsreceiveno discountsbeyondtheMARC.
• As marketsgrow, SBC forcestheir wholesalecustomersto increasetheir MARC to continue

to receivediscounts.

• Increasesin theMARC renderan evenlargerembeddedbaseout of reachfor competitors.

• Customerswho fall belowtheMARC pay “True Up” chargesto SBC.

• SBC insulatesitself from marketrisk by requiring its wholesalecustomersto “keep SBC
whole”.
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MVP Tariff

MVP Discount Schedule AT&T CommitmentLevel ~$76541~)J
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Anti-Competitive Issues

• AlthoughSBC positionsthe
MVP asa “volume”
discountprogram,discounts
areindependentof expense
“volume” once$1OM is
achievedanddependsolely
on commitmentof 100%of
existingbusiness.

• SBC’sOPP contracts
alreadyprovidea term
commitment— thevast
majorityof s circuits
arealreadycoveredby 5
yearOPPcommitments.

• SBC’sMVP tariff freezes
accesscompetitorsoutof the
currentembeddedbaseof
customers,limiting their
addressablemarketto new
growthonly.

The prospectsfor increased“true up” expensesplacescompetingaccesssuppliers at a competitive
disadvantageoncean MVP is in place,despitecompetitors’ significantly lower unit costsfor actual
services.
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MVP Anti-Competitive Issues

• Tariff requires 100% Commitment of current spendthroughout life of
Contract and beyond,no matter how large or small the commitment

— Commitment can Increasebut CannotDecrease

— Becauseno discountfor excessspend,Customermustcontinuallyrefresh
commitment or effectivelyreceivea lower discount

— At end of commitment, Customermust continue at current level to retain 14%
discount attained in Year 5 or forfeit discounts for 6 months and then startat
9%on newbase

• Shortfall Penalties

— Paydollar for dollar on expensesbelow the Commitment

• Must Maintain an AccessServiceRatio of 95%
— Cannot PurchaseMore than 5% ofDedicatedAccessthrough UNE
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MVP Tariff Recasting the MARC

SBC SpecialAccessExpenseTrend 1
jTTTTTT~ET1
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AT&T negotiatedan increasein the MARC commitment on September2001,to reflect the still burgeoning
market conditions prior to the collapseof the telecommarket.

At that time, commitmentsbasedupon percent of current spendwere lessof a concern— forecastsprojected
continued rapid growth in all servicecategories.

Things havechanged,and more changethrough competition and new technology is possible--- IF

Future plans (like MIBS) cannot be allowedto lock in theselevels. Plan requirements must not “look back”.
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MIBS Tariff Setting MIBS equal to the MARC

MVPCommitment MIBSCommitment

SBC hasproposedpricingMIBS to “RevenueNeutral” to SBC.Underthis plan,theMIBs
commitmentwould besetat theexistingMVP MARC level. In thesamemannerastheMARC, the
MIBS minimumexpensecommitmentswill encompasstheentireexistingexpensestreamto SBC,
renderingtheentireembeddedbaseun-addressableby competingsuppliersandtechnologies.

It shouldbe notedthatAT&T is already“below theMARC” — SBC’sMIBS proposaleliminatesany
opportunityto re-casttheMARC to reflectcurrentlevelsof actualserviceexpense,andperpetuates
theMARC commitmentsmadein September2001.
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MIBS Project Current Rate Structure

Significantimprovementsin AT&T’s networkutilization arestymiedby expensecommitmentlevelsin place
underthecurrentMVP tariff.

SBC’s decisionto setMIBS pricingat levelsequalto AT&T’s currentexpenseperpetuatesSBC’s relativeunit
costdisadvantage.Incrementalunit costimprovementsfrom “buying moreMIBS” is insufficientto closea
deepeningunit costgap

UnderMIBS,AT&T hasno meaningfulopportunityto improvethe utilization of thenetworkelementsit has
paidfor. SBC can,however,utilize anyavailablecapacityon under-utilizedfacilities to supportother
customersor their own retailproducts.
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EndUsers

EndUsers

AT&T’s networkexpensecan
besignjficantly reducedby
increasingutilizationfrom
currentlevels.

MIBSenvisioneda “virtual”
optimizationbenefittoAT&T
by sign~ficantlydiscounting
networkcomponentsrolled into
the “MNI” rateelement

End Users



MIBS Anti-Competitive Issues

• CustomersCannotChoseCommitmentLevels
— RequiresCustomerCommitmentson ExpenseLevelsGenerated3 YearsAgo

— SBC is Forcinga HigherCommitmentthantheCurrentRunRate
— ImmediateShortfall — only wayto counteractis to movevolumesfrom

CLEC/CAP’sandAT&T Networkto SBC’sNetwork

• CommitmentCannotDecrease

— Adding Customersto AT&T’s BaseAutomaticallyIncreasestheBandwidth
andRevenueCommitmentLevelsto SBC,thusForcingaHigherExpense
CommitmentthantheCurrentRunRate

— Adding BandwidthincreasestheBandwidthMinimum RevenueCommitment
Level

— CoreCapacitycanonly go up

— CommitmentIncreasesareNon-Discretionary

— MIBS Pricing is setto be“RevenueNeutral” to SBC.
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MIBS Anti-Competitive Issues

• Commitmentperiodsareunrealisticallylong in time ofrapidtechnology
changeanddramaticchangesin end-userapplicationrequirements

— Five or SevenYearCommitmentRequirement

• CommitmentDecreaseRequiresMarketExit andSubsequentTermination
Penalties

• BecauseMIBS is ManagedattheLATA Level, it Prohibitstheuseof
CompetitiveSuppliers

— MIBS RequiresCommitmentsin all SBC LATA’s whereCustomerhas
Presence

— All eligible servicesin all LATA’s mustbepurchasedunderMIBS
— CannotPurchasefrom AlternativeSuppliers,evenif PriceAdvantage
— Lock-in Unit Costthat is 66%HigherthanCLEC/CAP’s

• MIBS is a RevenuePlan— it doesnot recognizeVolume, Circuits, or
Bandwidth

— As Such,NetworkEfficiencyby ReplacingLegacyServiceswith Next
GenerationServices,whichhasalower Unit CostandReducesBilling, does
not Conveybackto theCustomer
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MVP & MIBS Anti-Competitive Issues

If therewerealternatives...
• No customerwould accepttheanti-competitivetermsof

MVP or MIBS

• Things havechanged,and more changeis
possiblethrough competition and new
technology.

• Future plans (like MIBS) cannot be allowed
to lock in theselevels.

— Plan requirements must not “look back”.
— Plans must look forward•
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